The Medicare program extends nearly universal health insurance coverage to the elderly. In 2001, Medicare covered 96.1 percent of the elderly. Only 0.8 percent of the elderly were without health insurance in 2001. To qualify for Medicare a person must have worked for at least 10 years at Medicare-covered employment (30 quarters of Medicare-covered employment). A person who does not meet these requirements may pay a premium to be covered by Part A. In 2003, this premium amount was $316 per month. A person is automatically enrolled in Medicare Part A Hospital Insurance program on the first day of the month in which he or she reaches age 65.
Examples of elderly persons not participating in Medicare Part A are federal government employees hired before March 1984 and state and local government employees hired before March 1986 whose employer was not participating in the Social Security and Medicare programs.
Financing of Medicare
HI payroll taxes for 2003 were based on a combined employer/employee rate of 2.9 percent. The Omnibus Budget Reconciliation Act of 1993 completely removed any wage base limit for the HI payroll tax, effective Jan. 1, 1994. In 2002, total income for the HI trust fund was $178.6 billion: $152.7 billion came from payroll taxes, $8.3 billion from taxation of Social Security benefits, $14.4 billion from interest and other income, 1 $1.6 billion from premium payments, and $1.6 billion from miscellaneous revenue.
In 2002, the average amount reimbursed per enrollee in Part A was $3,689.
Covered Services
Medicare covers most medical services with the notable exception of outpatient prescription drugs and long-term care. Medical services covered by Medicare are subject to various outof-pocket costs detailed below. The use of Medicare benefits is calculated based on benefit periods and reserve days. The benefit period is the block of time used to determine how much of a deductible and/or co-pay the beneficiary owes. A benefit period begins and ends when he or she has been out of the hospital for 60 consecutive days. In late 2000, Congress enacted the Benefits Improvement and Protection Act (BIPA) to increase payments to plans in an effort to stop them from withdrawing from the Medicare+Choice program. Under BIPA, as of March 1, 2001, the floor or minimum payment for Medicare+Choice plans in counties in large urban areas is $525, while for all other counties it is $475. Early data suggest that the BIPA minimum payments are having a greater impact in the large urban areas than in the counties with the lower minimum payment.
Employment-Based Retiree Health Insurance
In 2001, 32.2 percent of the elderly had employment-based health insurance coverage in addition to Medicare, up from 28.7 percent in 1987.
In December 1990, the Financial Accounting Standards Board (FASB) approved Financial Accounting Statement No. 106 (FAS 106), "Employers' Accounting for Postretirement Benefits Other Than Pensions." FAS 106 requires companies to record unfunded retiree health benefit liabilities on their financial statements in order to comply with generally accepted accounting standards, beginning with fiscal years after December 15, 1992. FAS 106 has caused many employers to re-examine their role in providing health benefits for current and future retirees.
By law, employers are under no obligation to provide retiree health benefits, except to current retirees who can prove that they were previously promised a specific benefit. As a result, coverage from a former employer or union has not changed despite FAS 106. It appears that the changes employers 3 have made to retiree health benefits in response to FAS 106 were more likely to affect future retirees than current retirees.
In 2002, 27 percent of employers with 500 or more employees offered health benefits in retirement to retirees age 65 and over, a slight increase from 2001 when 23 percent offered such coverage. Mercer Human Resources Consulting (MHRC) states the increase in 2002 could be due to a change in methodology with regard to retiree health benefits. MHRC stated, "It is unlikely that there has been a reversal in the long-term decline in retiree coverage; it is possible the decline has plateaued." However, in 1993, 40 percent of employers with 500 or more employees offered retiree health coverage to retirees age 65 and over.
In 2002, of those employers that offered health insurance to retirees age 65 and over, the average annual cost per retiree was $3,180, up from $1,786 in 1993.
In 2002, 19 percent of employers with 500 or more employees that offered retiree medical insurance only to retirees age 65 and over paid the premium, down from 23 percent in 1993.
Individually Purchased Medigap Policies
In 2001, 26.6 percent of the elderly had individually purchased or Medigap health insurance coverage in addition to Medicare, down from 38.9 percent in 1987.
In the 1970s and 1980s, Medicare enrollees encountered problems with purchasing health insurance to supplement Medicare. In the Omnibus Budget Reconciliation Act of 1990 (OBRA '90), Congress charged the National Association of Insurance Commissioners (NAIC) with developing a variety of Medicare supplemental, or Medigap, policies. NAIC developed 10 policies ranging from a basic coverage plan, Plan A, to comprehensive coverage, Plan J (see table) . Insurance carriers are not required to offer all 10 policies, but if a carrier offers Medigap policies, they must be from the 10 policies designed by NAIC. Exceptions to this rule are insurance carriers in Massachusetts, Minnesota, and Wisconsin, states that had Medigap laws in place before OBRA '90.
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